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principles shall apply to account for
the difference.

(2) Safe harbor—(i) General rule. For
purposes of paragraph (a) of this sec-
tion, the fair market value of a debt-
for-equity interest is deemed to be
equal to the liquidation value of the
debt-for-equity interest, as defined in
paragraph (b)(2)(iii) of this section, if
the following requirements are satis-
fied—

(A) The creditor, debtor partnership,
and its partners treat the fair market
value of the indebtedness as being
equal to the liquidation value of the
debt-for-equity interest for purposes of
determining the tax consequences of
the debt-for-equity exchange;

(B) If, as part of the same overall
transaction, the debtor partnership
transfers more than one debt-for-eq-
uity interest to one or more creditors,
then each creditor, debtor partnership,
and its partners treat the fair market
value of each debt-for-equity interest
transferred by the debtor partnership
to such creditors as equal to its lig-
uidation value;

(C) The debt-for-equity exchange is a
transaction that has terms that are
comparable to terms that would be
agreed to by unrelated parties negoti-
ating with adverse interests; and

(D) Subsequent to the debt-for-equity
exchange, the debtor partnership does
not redeem the debt-for-equity inter-
est, and no person bearing a relation-
ship to the debtor partnership or its
partners that is specified in section
267(b) or section 707(b) purchases the
debt-for-equity interest, as part of a
plan at the time of the debt-for-equity
exchange that has as a principal pur-
pose the avoidance of COD income by
the debtor partnership.

(ii) Tiered-partnership rule. For pur-
poses of this paragraph (b)(2), the lig-
uidation value of a debt-for-equity in-
terest in a partnership (upper-tier part-
nership) that directly or indirectly
owns an interest in one or more part-
nerships (lower-tier partnership(s)) is
determined by taking into account the
liquidation value of such lower-tier
partnership interests.

(iii) Definition of liquidation value. For
purposes of this paragraph (b)(2), the
liquidation value of a debt-for-equity
interest equals the amount of cash that
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the creditor would receive with respect
to the debt-for-equity interest if, im-
mediately after the debt-for-equity ex-
change, the partnership sold all of its
assets (including goodwill, going con-
cern value, and any other intangibles)
for cash equal to the fair market value
of those assets and then liquidated.

(c) Example. The following example
illustrates the provisions of this sec-
tion:

Example. (i) AB partnership has $1,000 of
outstanding indebtedness owed to C. C agrees
to transfer to AB partnership the $1,000 in-
debtedness in a debt-for-equity exchange for
a debt-for-equity interest in AB partnership.
The liquidation value of C’s debt-for-equity
interest is $700, which is the amount of cash
that C would receive with respect to that in-
terest if, immediately after the debt-for-eq-
uity exchange, AB partnership sold all of its
assets for cash equal to the fair market
value of those assets and then liquidated.
Each of the requirements of the liquidation
value safe harbor described in paragraph
(b)(2) of this section is satisfied.

(ii) Because the requirements in paragraph
(b)(2) of this section are satisfied, the fair
market value of C’s debt-for-equity interest
in AB partnership for purposes of deter-
mining AB partnership’s COD income is the
liquidation value of C’s debt-for-equity inter-
est, or $700. Accordingly, AB partnership is
treated as satisfying the $1,000 indebtedness
for $700 under section 108(e)(8).

(d) Effective/applicability date. This
section applies to debt-for-equity ex-
changes occurring on or after Novem-
ber 17, 2011.

[T.D. 9557, 76 FR 71258, Nov. 17, 2011]
§1.108(c)-1T [Reserved]

§1.108(1)-0T Definitions (temporary).

(a) Definitions. For purposes of regu-
lations under section 108(i)—

(1) Acquisition. An acquisition, with re-
spect to any applicable debt instru-
ment, includes an acquisition of the
debt instrument for cash or other prop-
erty, the exchange of the debt instru-
ment for another debt instrument (in-
cluding an exchange resulting from a
modification of the debt instrument),
the exchange of the debt instrument
for corporate stock or a partnership in-
terest, the contribution of the debt in-
strument to capital, the complete for-
giveness of the indebtedness by the
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holder of the debt instrument, and a di-
rect or an indirect acquisition within
the meaning of §1.108-2;

(2) Applicable debt instrument. An ap-
plicable debt instrument is a debt instru-
ment that was issued by a C corpora-
tion or any other person in connection
with the conduct of a trade or business
by such person. In the case of an inter-
company obligation (as defined in
§1.1502-13(g)(2)(ii)), applicable debt in-
strument includes only an instrument
for which COD income is realized upon
the instrument’s deemed satisfaction
under §1.1502-13(g)(5);

(3) C corporation issuer. C corporation
issuer means a C corporation that
issues a debt instrument with any de-
ferred OID deduction;

(4) C corporation partner. A C corpora-
tion partner is a C corporation that is a
direct or indirect partner of an electing
partnership or a related partnership;

(6) COD income. COD income means in-
come from the discharge of indebted-
ness, as determined under sections
61(a)(12) and 108(a) and the regulations
under those sections;

(6) COD income amount. A COD income
amount is a partner’s distributive share
of COD income with respect to an ap-
plicable debt instrument of an electing
partnership;

(7) Debt instrument. Debt instrument
means a bond, debenture, note, certifi-
cate, or any other instrument or con-
tractual arrangement constituting in-
debtedness (within the meaning of sec-
tion 1275(a)(1));

(8) Deferral period. For a reacquisition
that occurs in 2009, deferral period
means the taxable year of the reacqui-
sition and the four taxable years fol-
lowing such taxable year. For a reac-
quisition that occurs in 2010, deferral
period means the taxable year of the re-
acquisition and the three taxable years
following such taxable year;

(9) Deferred amount. A deferred amount
is the portion of a partner’s COD in-
come amount with respect to an appli-
cable debt instrument that is deferred
under section 108(i);

(10) Deferred COD income. Deferred
COD income means COD income that is
deferred under section 108(i);

(11) Deferred item. A deferred item is
any item of deferred COD income or de-
ferred OID deduction that has not been
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previously taken into account under
section 108(i);

(12) Deferred OID deduction. A deferred
OID deduction means an otherwise al-
lowable deduction for OID that is de-
ferred under section 108(i)(2) with re-
spect to a debt instrument issued (or
treated as issued wunder section
108(e)(4)) in a debt-for-debt exchange
described in section 108(i)(2)(A) or a
deemed debt-for-debt exchange de-
scribed in §1.108(i)-3T(a);

(13) Deferred section 465 amount. A de-
ferred section 465 amount is described in
paragraph (d)(3) of §1.108(i)-2T;

(14) Deferred section 752 amount. A de-
ferred section 752 amount is described in
paragraph (b)(3) of §1.108(i)-2T;

(15) Direct partner. A direct partner is a
person that owns a direct interest in a
partnership;

(16) Electing corporation. An electing
corporation is a C corporation with de-
ferred COD income by reason of a sec-
tion 108(i) election;

(17) Electing entity. An electing entity
is an entity that is a taxpayer that
makes an election under section 108(i);

(18) Electing member. An electing mem-
ber is an electing corporation that is a
member of an affiliated group that files
a consolidated return;

(19) Electing partnership. An electing
partnership is a partnership that makes
an election under section 108(i);

(20) Electing S corporation. An electing
S corporation is an S corporation that
makes an election under section 108(i);

(21) Included amount. An included
amount is the portion of a partner’s
COD income amount with respect to an
applicable debt instrument that is not
deferred under section 108(i) and is in-
cluded in the partner’s distributive
share of partnership income for the
taxable year of the partnership in
which the reacquisition occurs;

(22) Inclusion period. The inclusion pe-
riod is the five taxable years following
the last taxable year of the deferral pe-
riod;

(23) Indirect partner. An indirect part-
ner is a person that owns an interest in
a partnership through an S corporation
and/or one or more partnerships;

(24) Issuing entity. An issuing entity is
any entity that is—

(i) A related partnership;

(ii) A related S corporation;
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(iii) An electing partnership that
issues a debt instrument (or is treated
as issuing a debt instrument under sec-
tion 108(e)(4)) in a debt-for-debt ex-
change described in section 108(i)(2)(A)
or a deemed debt-for-debt exchange de-
scribed in §1.108(i)-3T(a); or

(iv) An electing S corporation that
issues a debt instrument (or is treated
as issuing a debt instrument under sec-
tion 108(e)(4)) in a debt-for-debt ex-
change described in section 108(i)(2)(A)
or a deemed debt-for-debt exchange de-
scribed in §1.108(i)-3T(a);

(26) OID. OID means original issue
discount, as determined under sections
1271 through 1275 (and the regulations
under those sections). If the amount of
OID with respect to a debt instrument
is less than a de minimis amount as de-
termined under §1.1273-1(d), the OID is
treated as zero for purposes of section
108(i)(2);

(26) Reacquisition. A reacquisition,
with respect to any applicable debt in-
strument, is any event occurring after
December 31, 2008 and before January 1,
2011, that causes COD income with re-
spect to such applicable debt instru-
ment, including any acquisition of the
debt instrument by the debtor that
issued (or is otherwise the obligor
under) the debt instrument or a person
related to such debtor (within the
meaning of section 108(i)(5)(A));

(27) Related partnership. A related part-
nership is a partnership that is related
to the electing entity (within the
meaning of section 108(i)(5)(A)) and
that issues a debt instrument in a debt-
for-debt exchange described in section
108(1)(2)(A) or a deemed debt-for-debt
exchange described in §1.108(i)-3T(a);

(28) Related S corporation. A related S
corporation is an S corporation that is
related to the electing entity (within
the meaning of section 108(i)(6)(A)) and
that issues a debt instrument in a debt-
for-debt exchange described in section
108(1)(2)(A) or a deemed debt-for-debt
exchange described in §1.108(i)-3T(a);

(29) Separate interest. A separate inter-
est is a direct interest in an electing
partnership or in a partnership or S
corporation that is a direct or indirect
partner of an electing partnership;

(30) S corporation partner. An S cor-
poration partner is an S corporation
that is a direct or indirect partner of
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an electing partnership or a related
partnership.

(b) Effective/Applicability dates—(1) In
general. This section, §1.108(i)-2T, and,
except as provided in paragraph (b)(2)
of this section, §1.108(i)-1T apply to re-
acquisitions of applicable debt instru-
ments in taxable years ending after De-
cember 31, 2008. In addition, §1.108(i)-3T
applies to debt instruments issued
after December 31, 2008, in connection
with reacquisitions of applicable debt
instruments in taxable years ending
after December 31, 2008.

(2) Acceleration events—(i) In general.
Section  1.108(i)-1T(b) (acceleration
rules) generally applies to acceleration
events occurring on or after August 11,
2010. However, an electing corporation
or C corporation issuer may apply the
acceleration rules to all acceleration
events occurring prior to August 11,
2010 by taking a return position con-
sistent with these provisions beginning
with the first acceleration event occur-
ring prior to August 11, 2010. Also, in
the case of a consolidated group, if the
common parent of the consolidated
group applies the acceleration rules on
behalf of one member of the consoli-
dated group, then the common parent
must apply the acceleration rules to all
acceleration events with respect to all
members of the group. If the electing
corporation, common parent (under the
preceding sentence), or C corporation
issuer, as the case may be, does not
apply the acceleration rules to all ac-
celeration events occurring prior to
August 11, 2010, then it is, with respect
to all deferred items, subject to the
rules of section 108(i)(5)(D)(i).

(38) Transitional rules—(i) Net value ac-
celeration rule and corrective action to re-
store net value rule. If an electing cor-
poration applies the acceleration rules
of §1.108(i)-1T(b) to all acceleration
events occurring prior to August 11,
2010 and the due date of its tax return
(including extensions) for the taxable
yvear of the mandatory acceleration
event occurs prior to August 11, 2010,
then for purposes of the net value ac-
celeration rule described in §1.108(i)-
1T(b)(2)(iii), an electing corporation
may restore value by the fifteenth day
of the ninth month following August
11, 2010.

478



Internal Revenue Service, Treasury

(ii) Elective acceleration. If an electing
member cannot timely file an election
under §1.108(i)-1T'(b)(3) to accelerate its
remaining deferred COD income by the
due date of the electing member’s tax
return (including extensions) which oc-
curs prior to August 11, 2010, then an
amended return must be filed with the
required information statement by the
fifteenth day of the ninth month fol-
lowing August 11, 2010.

[T.D. 9497, 75 FR 49401, Aug. 13, 2010; 75 FR
57163, Sept. 20, 2010]

§1.108(1)-1T Deferred discharge of in-
debtedness income and deferred
original issue discount deductions
of C corporations (temporary).

(a) Owverview. Section 108(i)(1) pro-
vides an election for the deferral of
COD income arising in connection with
the reacquisition of an applicable debt
instrument. An electing corporation
generally includes deferred COD in-
come ratably over the inclusion period.
Paragraph (b) of this section provides
rules for the mandatory acceleration of
an electing corporation’s remaining de-
ferred COD income, the mandatory ac-
celeration of a C corporation issuer’s
deferred OID deductions, and for the
elective acceleration of an electing
member’s (other than the common par-
ent’s) remaining deferred COD income.
Paragraph (c) of this section provides
examples illustrating the application
of the mandatory and elective accel-
eration rules. Paragraph (d) of this sec-
tion provides rules for the computation
of an electing corporation’s earnings
and profits. Paragraph (e) of this sec-
tion refers to the effective/applicability
dates.

(b) Acceleration events—(1) Deferred
COD income. Except as otherwise pro-
vided in paragraphs (b)(2) and (3) of this
section, and §1.108(1)-2T(b)(6) (in the
case of a corporate partner), an elect-
ing corporation’s deferred COD income
is taken into account ratably over the
inclusion period.

(2) Mandatory acceleration events. An
electing corporation takes into ac-
count all of its remaining deferred COD
income, including its share of an elect-
ing partnership’s deferred COD income,
immediately before the occurrence of
any one of the events described in this
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paragraph (b)(2) (mandatory accelera-
tion events).

(i) Changes in tax status. The electing
corporation changes its tax status. For
purposes of the preceding sentence, an
electing corporation is treated as
changing its tax status if it becomes
one of the following entities:

(A) A tax-exempt entity as defined in
§1.337(d)-4(c)(2).

(B) An S corporation as defined in
section 1361(a)(1).

(C) A qualified subchapter S sub-
sidiary as defined in section
1361(b)(3)(B).

(D) An entity operating on a coopera-
tive basis within the meaning of sec-
tion 1381.

(E) A regulated investment company
(RIC) as defined in section 851 or a real
estate investment trust (REIT) as de-
fined in section 856.

(F) A qualified REIT subsidiary as
defined in section 856(i), but only if the
qualified REIT subsidiary was not a
REIT immediately before it became a
qualified REIT subsidiary.

(i1) Cessation of corporate existence—
(A) In general. The electing corporation
ceases to exist for Federal income tax
purposes.

(B) Ezxception for section 381(a) trans-
actions—(1) In general. The electing cor-
poration is not treated as ceasing to
exist and is not required to take into
account its remaining deferred COD in-
come solely because its assets are ac-
quired in a transaction to which sec-
tion 381(a) applies. In such a case, the
acquiring corporation succeeds to the
electing corporation’s remaining de-
ferred COD income and becomes sub-
ject to section 108(i) and the regula-
tions thereunder, including all report-
ing requirements, as if the acquiring
corporation were the electing corpora-
tion. A transaction is not treated as
one to which section 381(a) applies for
purposes of this paragraph (b)(2)(ii)(B)
in any one of the following cir-
cumstances:

(i) The acquisition of the assets of an
electing corporation by an S corpora-
tion, if the acquisition is described in
section 1374(d)(8).

(i7) The acquisition of the assets of an
electing corporation by a RIC or REIT,
if the acquisition is described in
§1.337(d)-7(a)(2)(ii).
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